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CONFIDENTIAL KUWAIT 4546 

E.O. 11652: GDS 
TAGS: ENGR, KU 

SUBJ: GULF/BP NEGOTIATIONS WITH KUWAIT 
REF: KUWAIT 4400 

SUMMARY: AS OF NOVEMBER 3, SETTLEMENT STILL NOT REACHED IN 
GULF/BP NEGOTIATIONS WITH KUWAIT ON TAKEOVER REMAINING ASSETS 
KUAIT OIL COMPANY. GULF REPS EXPECT ISSUE WILL BE RESOLVED 
WITHIN NEXT SEVERAL DAYS. NATIONALIZATION REMAINS A DISTINCT 
POSSIBILITY. BUT GULF INTENDS MAKE EVERY EFFORT TO REACH AGREED 
SETTLEMENT, WITH OR WITHOUT AGREEMENT BP. END SUMMARY 

1. GULF VICE PRESIDENT RALSTON CALLED AT EMBASSY MORNING 
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NOVEMBER 3 TO REPORT ON CURRENT STATUS GULF/BP NEGOTIATIONS 
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WITH GOK ON LATTER'S TAKEOVER KUWAIT OIL COMPANY. ACCORDING 
TO RALSTON, REPS OF TWO COMPANIES MET TWICE ON NOVEMBER 1 
WITH OIL MINISTER KAZEMI. THEY INFORMED KAZEMI THEIR PRINCI- 
PALS STILL FEEL TWO COMPANIES SHOULD BE GIVEN PREFERENTIAL CREDIT 
TERMS AS PART OF OVER-ALL SETTLEMENT. GULF INDICATED IT WILLING TO 
INCREASE OFF-TAKE TO 500,000B/D (INCLUDING 50,000 B/D HEAVY 
CRUDE). FINALLY, TWO COMPANIES HAD CONSULTED WITH ARAMCO 
AND SEVERAL OF ITS PARENT COMPANIES AND HAD FOUND NO EVIDENCE 
THAT PAYMENTS HAD BEEN MADE TO SAUDI ARABIA BETWEEN JAN 1, 

1973 AND AUGUST 31, 1973 UNDER 93 PERCENT FORUMLA AS CLAIMED 
BY GOK. (SEE REFTEL) UNDER CIRCUMSTANCES, COMPANIES RESPECT- 
FULLY DECLINED TO MAKE PAYMENTS CLAIMED DUE BY KUWAIT. 

2. ALTHOUGH AGITATED BY "POSITION OF COMPANIES," KAZEMI INDICATED 
HE WAS WILLING TO GO BACK ONCE MORE TO COUNCIL OF MINISTERS (ON 
NOVEMBER 2) IN HOPE OF ARRIVING AT AMICABLE SETTLEMENT. HE SAID 
HE WOULD RECOMMEND TO COUNCIL THAT KUWAITI CLAIM UNDER 93 PER- 
CENT FORMULA BE HELD IN ABEYANCE PENDING CLARIFICATION OF ARAMCO/ 
SAG 1973 SETTLEMENT. (RALSTON UNDERSTANDS KUWAITI DELEGATION SENT 
TO JIDDA NOVEMBER 3 FOR THIS PURPOSE.) FURTHER, GOK WAS WILLING 

TO REDUCE PRICE KUWAITI CRUDE FOR ALL BUYERS TO $1 1.30 PER BARREL, 
ALTHOUGH THIS NOT YET FORMALLY ANNOUNCED. (RALSTON 
SPECULATES OFFICIAL ANNOUNCEMENT WILL NOT BE MADE UNTIL 
CONCLUSION CURRENT OPEC MEETING ON DIFFERENTIALS IN VIENNA.) 
FINALLY, KAZEMI SAID HE HAD RENEGOTIATED AGREEMENT WITH 
SHELL, REDUCING CREDIT TERMS OFFERED THAT COMPANY TO 75 DAYS. 
(RALSTON BELIEVES THIS PROBABLY IS TRUE, BUT IS CONTINGENT ON 
GOK REACHING AGREEMENT TO SELL TO GULF/BP ON 60 DAY TERMS.) 

3. COMPANY REPS PROTESTED THAT 15 CENT DIFFERENTIAL OFFERED BY 
GOK WAS WORTH VERY LITTLE AFTER TAKING INTO ACCOUNT THEIR BUN- 
KERING AND TANKER LOSSES IF OTHER BUYERS WERE TO RECEIVE PRE- 
FERENTIAL CREDIT TERMS. THEY ALSO POINTED OUT SOME MINOR ISSUES 
REMAINED TO BE RESOLVED ON COMPENSATION ISSUES. KAZEMI SAID 
THAT, WITH RESPECT TO THE LATTER, HE WILLING TO RECOMMEND TO 
COUNCIL 50/50 SPLIT OF DIFFERENCE BETWEEN ESTIMATES OF TWO SIDES 
BE AGREED. HE COULD NOT RECOMMEND INCREASED CREDIT TERMS. EVEN 
WITH ADDITIONAL 50,000 B/D GULF WILLING TO PURCHASE, TOTAL OFFTAKE 
BY GULF/BP WOULD BE ONLY 950,000 B/D, RATHER THAN 1.3 MILLION 

B/D ASKED BY KUWAIT. KUWAIT WANTED TO PRODUCE MINIMUM OF 
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2 MILLION B/D. IF IT WERE NECESSARY FOR THE GOK TO OFFER "IMPROVED" 
CREDIT TERMS TO OTHER BUYERS TO ENSURE SALES REACHED THIS LEVEL, IT 
WOULD DO SO. TWO COMPANIES, BY FAILING TO LIFT AT LEVELS REQUIRED 
BY KUWAIT, HAD CREATED A DIFFICULT MARKETING PROBLEM FOR GOK. 

4. RALSTON SAID HE AND MARSTON-SMITH (B/P REP) INTEND TO 
REMAIN IN KUWAIT UNTIL CALLED AGAIN BY MINISTER. THEY WERE 
ENDEAVORING TO LEARN RESULTS OF NOVEMBER 2 COUNCIL OF MINISTER 
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MEETING. (EMBASSY SEEKING SIMILAR INFO) RALSON SPECULATES 
GOK "QUITE POSSIBLY"' WILL DECIDE TO NATIONALIZE, PERHAPS BP 
FIRST. HE SAID HE WAS UNDER INSTRUCTIONS FROM GULF HEADQUARTERS 
NOT TO GO TO THE BRINK. IF NATIONALIZATION APPEARS IMMINENT, HE 
INSTRUCTED TO SETTLE ON KUWAITI TERMS IN HOPE THAT FUTURE GOK/ 

GULF RELATIONSHIP IN OIL AND OTHER PROJECTS WILL NOT BE 
JEOPARDIZED. THIS WAS NOT CASE WITH BP. 

5. ACCORDING TO RALSTON, RELATIONS BETWEEN THE TWO COMPANIES 
ARE BECOMING INCREASINGLY STRAINED. BP HAS TOLD GULF IT IS PRE- 
PARED TO TAKE LEGAL ACTION AGAINST GULF IF IT SHOULD NEOTIATE 
SEPARATE AGREEMENT WITH GOK. (OPERATING AGREEMENT BETWEEN TWO 
COMPANIES REQUIRES THAT NEITHER NEGOTIATE SEPARATELY NOR AGREE TO 
TRANSFER OF ASSETS WITHOUT THE CONSENT OF THE OTHER.) RALSTON 
BELIEVES IT LIKELY BP WILL INSTITUTE LEGAL ACTIONS AGAINST GULF 

IF SEPARATE AGREEMENT REACHED. ONE ALTERNATIVE WOULD BE FOR GULF 
TO OFFER TO BUY BP INTEREST IN KUWAIT OIL COMPANY. RALSTON 
EXPRESSED VIEW GULF PROBABLY WOULD NOT ATTEMPT BUY-OUT BP BUT, 
RATHER, RUN LEGAL RISKS INVOLVED IN SEPARATE SETTLEMENT. IN ANY 
CASE.RALSTON SPECULATES MATTER WILL BE RESOLVED WITHIN NEXT 
SEVERAL DAYS. HE CONFIDENT KAZEMI WILL GIVE GULF ONE MORE CHANCE 
TO REACH SEPARATE SETTLEMENT. HE INTENDS TO ACCEPT KUWAITI 
TERMS. IF NECESSARY. 

6. COMMENT: IT OBVIOUS THAT TWO COMPANIES' REMAINING 
COMMON THREAD OF HOPE IS THAT, WITH RETURN TO KUWAIT OF 
CROWN PRINCE/PRGME MINISTER JABIR AL AHMED, COUNCIL WILL BE 
WILLING TO LET NEGOTIATIONS CONTINUE A LITTLE LONGER ANDHGGREE 
TO SOME KIND OF IMPROVED CREDIT TERMS IN FINAL SETTLEMENT. THEY 
CONSIDER CROWN PRINCE A FRIEND. LACK OF SIGNIFICANT REFERENCE 
TO NEGOTIATIONS IN AMIR SPEECH OF OCTOBER 28 SUGGESTS TO THEM 
KUWAIT STILL HOPING FOR AN AMICABLE SETTLEMENT. WE HOPE 
COMPANIES ARE RIGHT. 
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